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PRESIDENT’S LETTER 


To the Shareholders: 


A series of developments over the past year served to keep public attention 
focused on the world’s newest and potentially largest and most promising oil search 
area — the vast sweep of land and ocean within and adjoining the Arctic Archipelago: 
the Alaskan north slope, the north Canadian mainland, the Arctic Islands and the 
millions of offshore acres bordering all these land masses. 


The historic voyage of the Manhattan through the polar ice of the Northwest 
Passage demonstrating the possibility of oil shipments via Arctic seas, the great Alaskan 
oil rush culminating in last September’s $900 million Anchorage auction of state-owned 
lands, the unique Canadian government-private industry consortium now engaged in 
a $20-$30 million exploratory search across the Arctic Archipelago, the growing 
recognition that Canada’s largest natural gas reserve may underlie the Beaver River- 
Pointed Mountain area of British Columbia and the Yukon and Northwest Territories 
where no less than three companies are vying for permission to construct pipelines 
to markets — these and related events of the past year combined to draw public 
attention to the vast economic potential of the Far North. 


Canada Southern’s strong representation in the Arctic Archipelago is attested by 
the extensive permit interests it holds in this latest exploratory frontier, consisting 
of 8,240,000 gross acres, of which 4,516,000 gross acres (2,015,000 net acres) are 
farmed out to Panarctic Oils Ltd., the consortium of private oil and mining companies 
and the Canadian government now engaged in the cooperative oil search venture 
mentioned above. The gross acres farmed out by Canada Southern to Panarctic rep- 
resent over 10% of the total acreage presently included in the consortium’s program. 


The remaining 3,724,000 acres held under permit by the Company in the Arctic 
Islands are 100%-owned properties, located in the highly prospective Sverdrup basin, 
of which nearly 3,600,000 acres consist of offshore permits. The Canadian Geological 


Survey has estimated that up to 40,000 feet of sediments may have been deposited 
along the axis of the basin, which is approximately 600 miles long and up to 250 miles 
wide. Of the 4,516,000 gross acres farmed out to Panarctic, approximately 2,200,000 
gross acres represent onshore properties in the Sverdrup basin. 


With a view to scientific evaluation of its 100%-owned offshore acreage in the 
Sverdrup basin, Canada Southern plans to commit $1,100,000 to a marine geophysical 
exploration program. The program, which is scheduled to begin in July 1971, would 
provide the Company with seismic data covering much of its wholly-owned offshore 
acreage in the basin. 


Under the Panarctic exploratory program, inaugurated in early 1969, two medium 
depth wells drilled by the consortium on Melville Island were dry and abandoned. 
A third well on this island, Panarctic Drake Point L-67, a projected 10,000-foot test, 
reportedly is blowing wild. A high pressure gas sand encountered at 3,600 feet was 
controlled until the well reached 8,454 feet, at which point a blow-out of such force 
occurred that it became necessary to move the rig. Panarctic subsequently commenced 
drilling a relief well, Drake Point K-67A, 1,200 feet to the east, with the intention of 
determining which zones caused the blow-out. This new hole, which has reached a 
depth of 8,400 feet, was reported to have tested gas at the rates of 10 million 
cubic feet per day at about 3,700 feet and 13 million cubic feet per day at 4,700 
feet. Panarctic is moving in a second rig for the drilling of its scheduled fourth well 
on Melville Island, Panarctic Towson Point G-63. A third rig is reported being moved 
in to a location, Panarctic Hoodoo Dome F-27, on the southeast part of Ellef Ringnes 
Island. 


While the voyage of the Manhattan through the Northwest Passage captured 
public attention in recent months, a related development likewise gave promise of 
opening Arctic Ocean channels to year-round sea transportation. This was the use of 
the new Axelbow plow on one of the barges used to ship drilling supplies to 
Melville Island. The Axelbow method of plowing the ice rather than breaking it up 
from above has shown considerable promise and further trials are in prospect. 


In the Beaver River area of British Columbia, south of the Company’s currently 
shut-in North Beaver River gas discovery, Pan American Petroleum Corporation 
is reported to have completed a fifth natural gas well. In the neighboring Pointed 
Mountain field of the Northwest Territories, nine miles north of a Canada Southern 
12,720-acre lease (CSP, 90% working interest), Pan American has completed three 
gas wells. As a measure of the significance of the reserves established by the nine 
deep wells in this area, believed to be one of the largest natural gas reserve areas 
in Canada, several recent proposals have been made to construct major pipelines 
connecting the Beaver River-Pointed Mountain area with United States markets. 


In northern Saskatchewan and northeastern Alberta, Canada Southem has engaged 
in extensive geological and geophysical studies on its mineral prospecting permits in 
the Athabasca basin. The discovery last year by a Gulf Oil Corporation subsidiary 
of uranium deposits near Wollaston Lake in northern Saskatchewan was followed by 
one of the largest mineral acreage plays in Canadian history. 


The Company further broadened the geographic diversification of its oil-search 
operations this year through the acquisition of a 25% interest in 5,183,360 acres of 
petroleum permits offshore New Zealand’s North and South Islands. 


The petroleum search offshore New Zealand has attracted mounting interest as 
a result of the discovery of oil last March by the Shell-British Petroleum-Todd Services 
consortium at its Maui No. 1 well, some 33 miles off the west coast of North Island. 
Late in November the consortium confirmed the discovery with its Maui No. 2 well, 
nine miles nearer the coast. This is the first of several widely-spaced confirmatory 
tests which the consortium reportedly plans to drill in the same general area. 


The combination of rising demands for petroleum and the mounting turbulence in 
the Middle East, and elsewhere abroad, points up the increasingly critical need for 
reliability of access to reserves of this most important resource. Exploration for addi- 
tional reserves of oil and gas, which are vital to the defense of the Free World, is 
proceeding at an ever-increasing rate. 


Your Company, with a most promising acreage spread in highly prospective, politi- 
cally stable areas, with a competent technical staff and a strong working capital position 
in excess of $5,800,000, looks forward with confidence to the years ahead. 


The following pages contain a review of exploratory and development operations 
affecting the Company’s interests. Included also are audited financial statements 
for the fiscal year ended June 30, 1969. 


On behalf of the Board of Directors, 


ple bo. (du ale 


President 


December 23, 1969 


OPERATIONS REVIEW 


PETROLEUM EXPLORATION 
AND DEVELOPMENT 


Arctic Islands. The announcement in early 1968 
by Atlantic Richfield and Humble of the dis- 
covery at Prudhoe Bay on Alaska’s north slope 
of what now appears to be the biggest oil strike 
in North American history has focused increased 
attention on the sedimentary basins of the entire 
Arctic Archipelago. 


One of the major reservoir beds in the Prudhoe 
Bay field, a sandstone of Triassic Age, is of par- 
ticular significance since the Sverdrup basin in 
the Arctic Islands, where Canada Southern holds 
extensive property interests, contains a very large 
volume of Triassic sediments including, in some 
places, sandstones several thousand feet thick 
and with apparent good porosity. 


The Sverdrup basin contains various sedimen- 
tary formations including Pennsylvanian, Per- 
mian, Triassic, Jurassic, Cretaceous, and Tertiary. 
The Geological Survey of Canada estimates that 
up to 40,000 feet of sediments may have been 
deposited along the axis of the basin, the approxi- 
mate outline of which is shown on the accom- 
panying map. The main part of the Sverdrup 
basin extends over 600 miles in length and ranges 
up to 250 miles in width. The central areas of 
the basin contain a number of piercement struc- 
tures similar to those found in the Gulf Coast 


area of the United States. In addition, there are 
numerous anticlinal-type structures ranging from 
small to very large in size. These large surface 
features combined with thick reservoir and 
source beds exposed on the rims of the basin 
provide an ideal situation for the accumulation 
of hydrocarbons. Some of these reservoir beds 
are sands which are saturated with heavy oil at 
the surface exposures. 


Because of the attractiveness of these onshore 
geological features, Canada Southern last year 
acquired 3,622,809 acres of offshore permits in 
the Sverdrup basin. These acquisitions reflected 
the Company’s conclusion that offshore acreage 
in the area may well share the same potential as 
onshore properties, despite the formidable diffi- 
culties which presently exist in respect of off- 
shore drilling in Arctic waters. Rapid advances 
in offshore seismic and drilling techniques are 
being made, and management is of the opinion 
that if large discoveries result from onshore drill- 
ing in the Arctic Islands, an aggressive offshore 
exploratory search will not be long delayed. 


In addition to its offshore acreage in the 
Sverdrup basin, the Company holds interests in 
approximately 2,200,000 gross acres onshore, 
nearly all of which is presently farmed out to 
Panarctic Oils Ltd. In the aggregate, therefore, 
approximately 5,800,000 gross acres are held 
under lease by Canada Southern in the Sverdrup 
basin. 


With respect to its offshore acreage, the Com- 
pany plans to spend $1,100,000 on a geophysical 
exploration program on its holdings in the inter- 
island offshore regions of the Arctic Islands. 
Under consideration is a plan by Marine 
Resource Consultants of Santa Monica, Cali- 
fornia, to use a submarine acquired by that firm 
from the Swedish Navy for under-water seismic 
work. The program, scheduled to commence in 
July 1971, would provide Canada Southern with 
a seismic reconnaissance survey covering much 
of the Company’s 100%-owned offshore acreage 
within the Sverdrup basin. 


The areas outside the Sverdrup basin contain 
older sediments ranging in age from Cambrian 
to Devonian, and these also have potential for 
oil and gas accumulation. It is in these areas 
that the three wells drilled in the Arctic Islands 
prior to 1969 were located. Although these holes 
were dry and abandoned, they found hydro- 
carbon traces and provided information of value 
for future testing of these older sediments lying 
outside the Sverdrup basin. Canada Southern 
holds interests in approximately 2,400,000 gross 
acres in these areas, all of which have been 
farmed out to Panarctic. 


The relatively slight precipitation which occurs 
in the Arctic Islands, combined with the absence 
of vegetation and glaciation, facilitate the map- 
ping of structures by surface investigation and 
photogeology. Most of the onshore properties 
retained by Canada Southern were selected after 
such work had been accomplished on its original 
holdings of approximately 8,000,000 acres. On 
Ellesmere Island all of the Company’s present 
holdings of 709,000 acres were selected on sur- 
face geological structures. It is possible that 
seismic reconnaissance will be needed to confirm 
some of the structures in depth and may well 
reveal others that are not apparent on the sur- 
face. Throughout the remainder of the Sverdrup 
basin indications are strong that an even larger 
amount of your Company’s holdings will fall on 
structures ranging from salt-type structures, sim- 
ilar to those on the United States Gulf Coast, to 
large anticlines. 


Panarctic presently has two drilling rigs work- 
ing in the Arctic Islands, and a third is expected 
to be in operation shortly. Two wells drilled 
on Melville Island were dry and abandoned, the 
deeper of the two reaching a depth of 6,895 feet. 


On Melville Island’s Sabine Peninsula, the Pan- 
arctic Drake Point L-67 well, a projected 10,000- 
foot test, is blowing wild. A high pressure gas 
sand encountered at 3,600 feet was kept under 
control while the well was drilled to 8,454 feet, 
at which depth the well blew out of control. 


Due to the condition of the hole, the rig was 
moved to drill a relief well, Panarctic Drake 
Point K-67A, some 1,200 feet east of the wild 
well, with the expectation of deepening this hole 
to 10,000 feet in an effort to determine which 
zones caused the problems in the first well. 


Subsequent reports revealed that the Drake 
Point K-67A well had tested a sand encountered 
at 4,650 feet and the well flowed gas at the rate 
of 13,000,000 cubic feet per day, with oil and 
condensate also being recovered. The well lost 
some circulation while drilling in this sand, with 
an oil-stained core being recovered over the in- 
terval from 4,715 to 4,736 feet. A drillstem test 
of the interval 4,600 to 4,746 feet flowed gas at 
the rate of 13,000,000 cubic feet per day, with 
some oil, condensate, mud and filtrate water be- 
ing recovered. The well is drilling ahead after 
setting casing at 5,000 feet. Previously, on a drill- 
stem test from 3,674 to 3,760 feet the well flowed 
gas at the rate of 10,000,000 cubic feet daily. 


On the west side of the Sabine Peninsula, 
Panarctic recently exercised an option to drill a 
10,000-foot test on Homestead’s Permit No. 1832 
to earn a half interest in 30,420 acres, some 10 
miles east of the Company’s wholly-owned block 
of 751,000 acres. The difficulties experienced 
with the Drake Point drilling has deferred com- 
mencement of this test, since the Drake Point rig 
is to be used at this location. 


Panarctic also has started to move in equip- 
ment for the drilling of another test in the eastern 
section of Melville Island. This well, Panarctic 
Towson Point G-63, is located about 35 miles 
south of the Company’s wholly-owned offshore 
block of 798,000 acres. Equipment also has been 
moved into the Fosheim area of central Elles- 
mere Island in preparation for drilling early next 
year in the vicinity of Permit No. 831. The Com- 
pany has interests in approximately 138,000 gross 
acres in this area. 


A drilling license was recently issued for 
Panarctics Hoodoo Dome F-27 well on the 
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Company-interest properties included in Panarctic Agreements 


Islands Gross Acres % Net Acres 
TriCeeTee Agreement 
Prince Patrick, Brock, Melville, Emerald, 
Bathurst, Ellef Ringnes, Amund 
Ringnes, Cornwall, Axel Heilberg .. 3,687,097 3314 % 1,229,032 
CSP-Clark-Skelly 
BightiBearsien pers on eee ae 57,210 40% 22,884 
GS P2B Pee ee te te aa 
Melville: ics ty eset chives Semen ene 62,650 87.5% 54,819 
CSP 
Axel Heiberg, Ellesmere ............ 709,234 100% 709,234 
4,516,191 2,015,969 
Interest to be retained by the Company 
Minimum(1) 
% W.I. Net Acres 
TriCeeTee Agreement(2) ............. 00.0000 eee aee 6.667 245,819 
CSP-Clark-Skelly (3) :=. et acr eee e eee: 8.000 4,577 
GSP2B: Pi (4) ee seit eee carats eat aewee tier ee 17.500 10,964 
CSP (05) 2s ee Sateen te eee ee ee ee 20.000 141,847 
403,207 


Panarctic 
Drilling Obligations(6) 


Two 10,000-foot test wells 


At least two 6,000-foot test 
wells on or in the vicinity 
of Company lands on these 
islands 


Maximum(1) 
% WI. Net Acres 
26.667 983,238 
29.333 16,781 
64,167 40,201 
73.333 520,103 
1,560,323 


(1) Depending on Panarctic’s actual expenditures in the entire Arctic Islands program, from a minimum of 
$20,000,000 to a maximum of $30,000,000, it can earn from a 20% to 80% working interest in the 
TriCeeTee properties and from a 2624% to an 80% working interest in the other properties. 


(2) Convertible to 5.0% up to 11.666% carried interest or 1.333% up to 2.5% overriding royalty. 
(3) Convertible to 6.0% up to 12.0% carried interest or 1.6% up to 2.8% overriding royalty. 

(4) Convertible to 13.125% up to 26.25% carried interest or 3.5% up to 6.125% overriding royalty. 
(5) Convertible to 15.0% up to 30.0% carried interest or 4.0% to 7.0% overriding royalty. 


(6) Based on maximum program. 


southern portion of Ellef Ringnes Island, drilling 
of which is expected to commence shortly. This 
well is located on a surface structure covering 
160,000 acres which is interpreted to be the result 
of a deep-seated Gulf Coast-type salt structure. 
This test is significant to Canada Southern in that 
your Company has an interest in approximately 
one-third of an almost identical structure on 
Amund Ringnes Island to the east. 


In addition to its drilling program, Panarctic 
this year has carried out surface work and exten- 
sive geological surveys in the Arctic Islands. 
Panarctic’s prospective drilling program will in- 
clude two 10,000-foot tests on Canada South- 
erm’s TriCeeTee partnership lands, the first of 
which is to be commenced in 1970, and two tests 
on or in the vicinity of Canada Southern’s 100%- 
owned lands which have been farmed out to 
Panarctic. 


An interesting development associated with 
the Panarctic program was the use made of the 
new Axelbow plow on one of the barges used to 
ship drilling supplies to Melville Island. This 
new method of plowing the ice rather than 
breaking it from above showed promising results 
and further trials are now planned. Should these 
trials uphold the earlier promise of this unique 
equipment, the Axelbow could have a significant 
effect on water transportation in the Arctic 
region. 


In addition, the successful voyage of the small 
cargo ship, Chesley A. Crosbie, with 1,900 tons 
of supplies to the Fosheim area of central Elles- 
mere Island this past summer illustrated the com- 
parative difference in ice conditions between the 
eastern and western Arctic. Ice conditions in 
many of the offshore areas adjacent to the east- 
ern Arctic Islands are now regarded as much less 
severe than those prevailing in the western areas 
which are closer to the polar ice pack in the 
Beaufort Sea. It was in this western area that 
the Manhattan encountered the most severe ice 
conditions on its historic voyage through the 


Northwest Passage. It is believed that polar 
shipping with like equipment will find the Arctic 
Islands easier of access than the north slope of 
Alaska. 


Flatrock Area. This area, some 20 miles north- 
east of Fort St. John, attracted considerable 
attention during the past year. Five wells were 
drilled on Canada Southern interest lands, one of 
which, Champlin et al. Flatrock 10-9-84-16 
(CSP, 21.25% carried interest), resulted in a 
shallow gas discovery. Pacific has also just com- 
pleted its Siphon 7-34-86-16 on former Permit 
100 (CSP, 21.25% carried interest) as a Triassic 
Baldonnel gas well. 


Fort Nelson Area. The Devonian Slave Point 
gas fields of the Fort Nelson area represent an 
important part of Westcoast Transmission Com- 
pany’s reserves. In view of the contract re- 
cently signed by Westcoast with El Paso Natural 
Gas Company and of Westcoast’s application 
for a further increase in throughput volume, 
the incentives to expanded exploratory activity 
in this region have been greatly increased. West- 
coast has applied for licenses which would add 
over 5.07 trillion cubic feet of gas exports to its 
currently authorized amount of 3.7 trillion cubic 
feet. Gas production on former Permit 103 
(CSP, 21.25% carried interest) averaged 6,000,- 
000 cubic feet per day for the Company’s ac- 
count during the year ended June 30, 1969. 


Peejay Area. The wells in the Weasel portion 
of the Peejay area are now unitized and a water- 
flood program was initiated for this unit in order 
to maintain production and increase recoverable 
reserves. Further drilling will probably be for 
the purpose of increasing the efficiency of the 
waterflood operations in the Peejay and Weasel 
Units. Oil production for the Company’s ac- 
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ACREAGE SUMMARY — DECEMBER 1969 


Gross Acreage 


in Which 
Interest 
is Held 
PETROLEUM 
British Columbia 
Pacific Agreement 
Workings Interest 35.35. ee eee 190,330 
Carriede Interest = oo).2) nc beet ee 298,596 
Phillips Agreement — Carried Interest .......... 234,216 
Other 
Working \Interesteyo.. A eee ee ee: 135,165 
Carried .Interest’ tee eee ee ee ee 109,379 
fotal BritisheColumbial see eee ( 967,686 ) 
Yukon & Northwest Territories 
Liard Basin 
Dome-Pan Am Agreement — Carried Interest .. 203,849 
Other co. aa ee Ora et one Le ne 360,453 
Total Yukon & N.W. Territories ..... ‘ 564,302 
Arctic Islands 
Panarctic Agreements (see accompanying table) 
THCOGE TOC sere e reece as ee een 3,687,097 
011i) epee ee ae Ree aot ete Soh e chy Pale setced® 829,094 
Total Panarctic Agreements .......... 4,516,191 
CSP 100 Getprice, eee eee ee 3,724,731 
HotaleArcticnlslands\.e eee 8,240,922 
Motalyi(Retroleunt) eee eerie nee ( 9,772,910 
MINERALS 
Saskatchewan & Alberta 
Mineral Permits eee ec eee eee 1,507,962 
Totals CGanadae tine, ee ae ne 11,280,872 } 
76,800 ? 
© 5,183,360 ) 
Grand: Total tse cee eee ae 716,541,032 7*) 


Net Acreage 
Held Held 
Under Under 
Lease Permit 
35,858 
63,049 
76,378 
122,847 1,064 
1,789 
299,921 1,064 
91,733 
267,519 15,803 
359,252 15,803 
1,229,032 
786,937 
2,015,969 
3,724,731 
5,740,700 
659,173 Sorheyitere 
1,346,587 
659,173 7,104,154 j 
‘ = 8,840 
1,295,840(*), 
659,173 8,403,834 


Total 


( 300,985.) 


91,733 
283,322 


(375,055 


2,015,969 
3,724,731 
5,740,700 


6,416,740 ! 


1,346,587 
"7,163,320 
Se 

( 3,840 
1,295,840(*) 


9,063,007(#*) ~ 
ee . wa 


(*) Reflects the undertaking by Magellan Petroleum Corporation to reimburse the Company for all costs 
relating to these permits through April 1, 1971 in return for the right to acquire a 75% interest therein. 


(**) The Company also has a right to acquire up to a 20% interest in any mineral prospects developed by 
Borealis Exploration Limited prior to April 1, 1972. Borealis holds mineral exploration rights covering approximately 
1,996,000 gross (1,395,000 net) acres in the Northwest Territories of Canada. 


count averaged 789 bbls. per day for the year 
ended June 30, 1969. 


The National Energy Board has granted West- 
coast Transmission Company Ltd. permission to 
construct a 33-mile, 124-inch pipeline to service 
the Milligan, Peejay, Osborne, Lagarde and North 
Boundary gas fields. The completion of the pipe- 
line will make possible the marketing of gas from 
fields in the Peejay area, where Canada Southern 
has a 27.25% carried interest in 52,705 gross 
lease acres. 


Yukon a 


Celibeta Area. The Company carried out two 
modest seismic programs on its working interest 
lands in the Celibeta and Trout Lake areas lo- 
cated in the southwesterly corner of the North- 
west Territories, and additional work is planned 
for the coming winter months. At present, one 
well is committed on Permit 2695 (CSP, 12.5% 
working interest) in the north Celibeta area. 
Considerable exploratory activity has been an- 
nounced for this area by other companies. 


Beaver River Area. Plans are now being formu- 
lated for further work on Company-interest lands 
in the Beaver River area. Meanwhile, Pan Amer- 
ican Petroleum Corporation is pursuing an active 
drilling program on its 100%-owned properties, 
and is reported to have another potential gas 
well in the Beaver River field. This is the fifth 
well on the structure to find commercial quanti- 
ties of gas. The discovery well, which was aban- 
doned for mechanical reasons, is now being 


redrilled. 


In the Pointed Mountain field, nine miles 
north of Canada Southern’s 12,720-acre Lease 
211-67 (CSP, 90% working interest), Pan Amer- 
ican has completed three gas wells. A fourth 
hole, Pan Am Pointed Mountain 0-46, is pres- 


ently drilling at a location some 12 miles north 
of the Company’s Lease 211-67. 


Completion of the Westcoast Transmission- 
E] Paso new gas sales contract under which the 
latter is taking its full contract volume of 500 
million cubic feet daily, is providing new impetus 
to the planned construction of the 110-mile pipe- 
line extension from Fort Nelson to Beaver River, 
with attendant increased exploration and devel- 
opment in the Beaver River-Pointed Mountain 
area. The potential significance of this area, 
believed to represent possibly the largest natural 
gas reserve area in Canada, is attested by three 
recent proposals having been advanced for con- 
struction of major pipelines linking the Beaver 
River-Pointed Mountain district with United 
States markets. 


As shown in the accompanying acreage sum- 
mary many of the Company’s property interests 
in British Columbia and in the Yukon and North- 
west Territories are carried interests. Under the 
carried interest agreements in which it partici- 
pates, the Company is not obligated to make ex- 
penditures on the properties but is entitled to 
share in production proceeds after expenditures 
on a block have been recouped out of such pro- 
ceeds. The Company may convert to a working 
interest at any time by paying its pro rata share 
of unrecouped expenditures. 


The table which follows shows the status of 
the blocks under the various carried interest 
agreements. Block G under the Phillips Agree- 
ment reached payout status in December 1968 
and the Company had accrued $192,910 as its 
share of net proceeds through June 30, 1969. The 
prospects for payout of other blocks is indicated 
by a comparison of the net expenditures column 
with the production proceeds column for the cur- 
rent year. The extreme right hand column shows 
the cost to the Company to convert to a working 
interest for any block. 
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Status of Carried Interest Agreements at June 30, 1969 


Block Permit No. 


Pacific Agreement 


Ex. Ps. 100-105 


Phillips Agreement 


Ex. Ps. 267, 268 
Ex. Ps. 262, 234, 266, 245-248 
Ex. 
Ex. 
Ex. 
Ex. 


QyAQWw pS 


A Ex. Ps. 1007, 1132, 1133 


B Ps. 1136, 2713, N¥% of Ps. 1137 and 2301, Ex. P. 
1153) 3 


Cc Ex. Ps. 1149, 1156, 1178, 1181, 1173, 1176 


Acres Cumulative to June 30, 1967 
Company Gross Production 
Gross Net Expenditures Proceeds 
294,796 62,645 $12,900,889 $5,354,248 
37,747 10,475 1,437,097 
92,994 25,807 1,322,700 
26,519 13,258 5,093,627 284,606 
24,425 TPA fe 508,576 
26,702 7,410 1,460,905 733,409 
25,829 7,216 3,408,681 2,345,105 
234,216 76,378 
73,038 32,868 
123,604 55,622 149,928 
82,571 37,157 697,911 
279,213 125,647 


* Block G (Peejay) reached payout status in December 1968 and by June 30, 1969 the Company’s share of profits _ 
amounted to $192,910. (See Note 3 of accompanying notes to financial statements. ) 


MINERAL EXPLORATION 


The Company last year acquired interests in 
over 2,500,000 gross acres of mineral permits in 
the Wollaston Lake area of northern Saskatche- 
wan, where, late in 1968, a subsidiary of Gulf 
Oil Corporation reported a significant uranium 
discovery. By mid-1969 mineral permits cover- 
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ing more than 20,000,000 acres had been issued 
by the Saskatchewan Department of Mineral Re- 
sources. As a result of the Gulf discovery, the 
area is being subjected to detailed exploration 
for the first time. Due to the sparse amount of 
outcropping rock in the area, geophysical and 
geochemical surveys are the principal survey 
methods in use. 


By utilizing the results of its 1969 field work, 
the Company reduced its holdings in December 
1969 to 1,507,000 gross acres (1,346,000 net 


Year ended Year ended 

June 30, 1968 June 30, 1969 Cumulative to June 30, 1969 Company Interest 
Cost to 

Gross Gross Gross Net Convert to 

Expendi- Production Expendi- Production Expendi- Production Expendi- a Working 
tures c Proceeds tures Proceeds tures Proceeds tures Se Interest 
$732,656 $ 894,231 $525,684 $ 915,206 $14,159,229 $7,163,685 $6,995,544 21.25 $1,486,553 
28,391 37,838 1,503,326 1,503,326 27.75 417,173 
540,961 86,413 1,950,074 1,950,074 27.75 541,146 
46,307 (2,421) 63,079 (2,639) 5,203,013 279,546 4,923,467 50.00 2,461,733 
24,495 24,425 557,426 557,426 50.00 278,713 
92,468 432,642 389,626 380,587 1,942,999 1,546,638 396,361 PA LSLAS) 115,871 

631,475 1,321,034 240,413 1,333,276 4,280,569 4,999,415 (718,846)* 27.75 Me 

6,557 28,852 35,409 35,409 45.0 15,934 
145,792 9,222 304,942 304,942 45.0 137,224 
281,467 26,215 1,005,593 1,005,593 45.0 452,517 


ere rere cern en PEC RCE EEE SS DE ETI TEES ES LOVE CEOS SE TE CTE TE OO EE EEE ART OIE DES EMTALA OE EIT a 


acres), retaining the more prospective portions 
of the properties. The Company currently is 
discussing with Magellan Petroleum Corpora- 
tion an arrangement to pool their acreage and 
consolidate their mineral activity in this area. 


In 1968 the Company and United Canso Oil & 
Gas Ltd. entered into agreements with Catawba 
International, Inc. and Borealis Exploration Ltd. 


ll 


which entitle them to participate in mineral 
prospects developed by the latter company prior 
to April 1972. Borealis is engaged in mineral 
exploration in the Canadian Arctic and presently 
holds interests in some 2,000,000 acres located in 
three main areas of the Northwest Territories: 
Melville Peninsula, the Hood River area, and 
Baffin Island. 


Of particular interest was the discovery by 
Borealis last year of large iron deposits on its 
permit areas in the eastern and western sectors 


of Melville Peninsula. In the eastern sector an 
iron-bearing formation was traced over a length 
of 30 miles within which four zones, each 400 
feet in width and over 4,000 feet long, were out- 
lined. In the western sector, an iron-bearing 
zone averaging 600 feet in width over a length 
of 10,500 feet was mapped. Samples from a rep- 
resentative cross-section of this zone showed an 
average soluble iron content of 40%. In metal- 
lurgical tests, samples from both deposits pro- 
duced concentrates which exceed industry speci- 
fications and which have excellent qualities for 
pelletizing. Possible ore reserves in both de- 
posits are estimated to exceed 1,500,000,000 tons. 
The 1969 exploratory program has included 
detailed studies of the Melville Peninsula iron 
deposits, including geological mapping, geophy- 
sical surveys and bulk sampling. 


In the Hood River area, located approximately 
300 miles northeast of Yellowknife, Borealis hoids 
prospecting permits covering some 300,000 acres 
located in a geological environment which in that 
region has proved favorable for base metal ore 
deposition. Reconnaissance mapping and sam- 
pling carried out in the summer of 1968 returned 
significant values of copper, zinc, gold and silver 
at a number of localities on the properties. The 
exploratory program in 1969 included an air- 
borne geophysical survey, the results of which 
are presently being evaluated. Detailed field 
work will be carried out in the 1970 season. 


In addition, Borealis during recent months has 
been engaged in an intensive uranium search 
program in a joint venture with Reactor Ura- 
nium Mines Limited covering over 1,300,000 
acres of mineral permits on Baffin Island. Air- 
borne radiometric surveys and field work sug- 
gest possible presence of uranium-bearing de- 
posits on which further work is scheduled for 
the coming year. 


Canada Southern’s participation in the Borealis 
venture is represented by the ownership of 
90,000 shares of stock in the latter company, and 
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of $255,000 face-amount of Borealis’ debentures. 
The Company also holds certain options includ- 
ing the option to acquire, at cost, up to a 20% 
direct interest in any mineral prospects developed 
by Borealis prior to April 1, 1972 or until 
work to prove a prospect is commenced, which- 
ever first occurs. 


The Company further broadened the geo- 
graphic diversification of its oil-search operations 
this year through the acquisition, effected by its 
wholly-owned subsidiary, Canada Southern 
Petroleum (N.Z.) Limited, of a 25% interest in 
5,183,360 acres of petroleum permits offshore 
New Zealand’s North and South Islands. 


The Canada Southern 


concession areas, 
shown on the accompanying map, consist 
of North Cape (1,090,560 acres), Hauraki 


(1,974,400 acres), Bay of Plenty (774,400 acres), 
all bordering the northeast coast of North Island, 
and Westland (1,344,000 acres), lying off the 
west central coast of South Island. 


Canada Southern’s partner in the New Zea- 
land venture, Magellan Petroleum New Zealand 
Limited, recently completed an extensive 5,000- 
mile reconnaissance survey of offshore New Zea- 
land waters including the Company-interest con- 
cession areas. Additional seismic work will be 
conducted on these offshore properties during 
the coming year. 


The petroleum search offshore New Zealand 
has attracted mounting interest as a result of the 
discovery of oil last March by the Shell-British 
Petroleum-Todd Services consortium at its Maui 
No. 1 well, some 33 miles off the west coast of 
North Island. More recently, the consortium con- 
firmed the presence of hydrocarbons in its Maui 
No. 2 well, a nine-mile stepout to the east, indi- 
cating this to be a discovery of major proportions. 
This is the first of several widely-spaced con- 
firmatory tests which the consortium plans to 
drill in the area in the future. 
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CANADA SOUTHERN PETROLEUM LTD. (A Canadian corporation) 


CONSOLIDATED BALANCE SHEET 


(Expressed in Canadian dollars) 


June 30, 1969 and 1968 
ASSETS AND DEFERRED EXPENDITURES 


Current assets: 


Cash te: ig eine os eee ae) chat pa gt tg eRe 


Accounts receivable: 
Refundable: déposits-24 c2 hee ok tiene ee ee ee 
Pacific: Petroleams: Ltd. fae eee re 


0] iite ie eer eee ets Se eeriry MERE Ginn Ai whom Amoco ke mtd om aes 
Special refundable tax — Government of Canada .....................0:. 
Refundable deposits and prepaid expenses ..............20 000 ecu eeueeee 


Totalscurrentvassets,.. ee tee. Seen mei eee Meera 
Special refundable tax — Government of Canada ......................0000 


Investments and advances: 


United Canso Oil & Gas Ltd., 84,099 shares of capital stock and warrants to 
purchase 7,008 shares of capital stock, at cost (market value $373,751) .. 


Borealis Exploration Limited, at cost: 


8% unsecured debentures, maturing March 31, 1978 — interest accruing 
thereon atters March, ole) Og anomeric roc einer ermine ce 


536 Sono COMMON SOC Krk eee TR eee Sree et rere ree nr 
Trans-Border Holdings Limited, 50% of capital stock, at cost, and advances 
of $5,248 
Othion Fe ree ee ROR MN oe olen atten ino Ie eres Rape ee 


Oil and gas permits, leases and interests, including well, geological and geophysical, 
lease rental’and dry holescosts*¢eeera ot eh re ee ee eee 


Other exploratory expenses and general and administrative expenses deferred .... 


Land, building and equipment, at cost less accumulated depreciation of $229,020 
andi$2.174746: respectively: eee ss Spins eects he ee eee ee 


The accompanying notes are an integral part of this statement. 
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1969 


$ 923,205 
4,350,000 


436,237 
61,331 
26,561 
45,834 

134,475 
42,111 


6,019,754 


225,000 
84,000 


117,248 
5,975 


5,935,169 
5,038,357 


128,172 


$17,553,675 


1968 


$ 55,641 
475,000 


14,534 


21,581 


566,756 


134,475 


155,091 


117,248 
13,975 


5,878,633 
4,896,766 


139,286 


$11,902,230 


LIABILITIES AND CAPITAL 


Current liabilities: 


Non-interest bearing note payable to Borealis Exploration Limited 


Accounts payable and accrued liabilities: 


sihemCataw baa Corporation's ...2+ sha seie ce oe arinsene cian Aun om 
OUNSE alice cathe eevee peepee ae retin hacia eget erie Se ihe ae RE Te 


MB GLSTVE Cig Ti CONNIE): 5.0 oh serosfo ce PRO ee aa Roe To Ree PA 


7% mortgage loan, maturing February 1974 (secured by land and building), less 
MOLTONEINC Ud ed ea DOVE wer yeo ee iio RIT AR OI Cece 


Capital: 
Capital stock, par value $1 per share: 
Authorized — 10,000,000 shares 


Outstanding — 8,565,350 and 6,997,306 shares, respectively 


Wapitalvinsexcess of par.valuciwnn each iver Oe ioe bee ite ee eeleteer ee 


Deductionsstromucapitalas sackets eRe MERE N a iat eas eto) soni erereiste te odes, cake 


Commitments and contingent liabilities (Note 3) 


On behalf of the Board: 
s/s Jonn W. BuckxeEy, Director 


s/s M. A. REASONER, Director 
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214,078 


77,025 


78,409 


8,565,350 
14,069,240 


22,634,590 


5,450,427 


17,184,163 


$17,553,675 


1968 


17,945 
97,009 
17,000 
131,954 


95,208 


6,997,306 
10,030,381 
17,027,687 

5,352,619 


11,675,068 


$11,902,230 


CANADA SOUTHERN PETROLEUM LTD. (A Canadian corporation) 


Year ended June 30, 1968 and 1969 


(Expressed in Canadian dollars) 


Balance 


June 30, 1967 


CONSOLIDATED STATEMENT OF OIL AND 
GAS PERMITS, LEASES AND INTERESTS 


Oil and gas permits, leases and interests (including excess of cost of investment in 


certain subsidiaries over net assets acquired) ................0 00.00 ceeaeee $3,063,737 
Cost:of standing -wells*..)tis-5. ee ee OO a eee ene ee aes 1,544,338 
Geologicalandy geophysicalmexpensesm eet eee ice Coe ome ererte 656,325 
eases tentalsat ste. ote ote ce eenee ce Re Ren ea ieee 483,504 
Dry” hole ‘costs 2...1 sy ote he ee engines Ree) et eee ee rer iene tec 181,799 
$5,929,703 


CONSOLIDATED STATEMENT OF OTHER EXPLORATORY EXPENSES 
AND GENERAL AND ADMINISTRATIVE EXPENSES DEFERRED 


Portion of organization, corporate, general and administrative expenses incurred by 


predecessor: company-priomtorApril; 20 L954 ce ee ee se cece eae $1,956,162 
Expenses of the Company since April 20, 1954: 
Salaries and“employeeqbenchitsa ee eee ee eee re eer ener aes 1,814,003 
Financial, technical and other services under contract ..............++00- 1,651,087 
Toegal  SErvicesit a An tas pee ee a Pane OER ROR SRNR RT Oe eee ae are 812,040 
Stockholders’ reports and capital stock expenses ..............-++++e00- 664,903 
Buildingymaintenance-and:renta ssc re eee eon eer rok oe eieier 505,604 
Depreciation, depletion and amortization aaa ae ee eee 310,373 
Interest: andexchange: 4. .wicwe cer Coe eee Ae eh Renee euiois xs 324,518 
Intangible drilling costs, lease operating costs and royalties ............... 319,349 
AditinS SETVAICES PRN er ne eee ty ee, Pri tes teem eee eactrern ttocaseneh otal le: Asien ae 109,628 
DTAVEL Sec tee OR a APS TON Cee Rays Pe ahed.c pecan yekeene toed uate sia ei cxensiecaner teal 129,931 
Miscellaneous ere see re ere ee pester eT rere mar naan ens 697,077 
9,294,675 
Less income received: 
Renteinterest- and vothersincome tric. cue yee eeicne ies oreteieeeee ieeneroaren 740,559 
Oilvandigas sales’: 22.55 cee eee teva ween eae ca ISS ee Ra ene eee ae pomreregenen er 677,509 
Technical and administrative services rendered .................-..0-4- 180,183 
Payments received from Phillips Petroleum Company on assigned properties 
lessMrefunds) Wate ccs eh oe une ge teamen aan a inenoe ae reece eens Rachie 37,425 
1,635,676 
Total before abandonments, sales and carried interest proceeds ............... - 7,658,999 
Less: 
Portion of above expenses considered allocable to interests abandoned or sold 3,155,029 
Proceeds received or receivable under carried interest agreement ......... = 
3,155,029 
$4,503,970 


The accompanying notes are an integral part of these statements. 
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Additions 
and 
transfers 


$ 10,566 
15,470 
88,529 
77,537 
(6,433) 


$185,669 


$132,209 
113,037 
34,601 
83,792 
47,833 
17,025 
8,180 
7,108 
15,039 
2,938 
35,210 


496,972 


65,975 
11,056 
213 


77,244 
419,728 


$419,728 


Abandonments 
and sales 


$160,577 


2,886 
43,665 
29,594 

17 


$236,739 


$ 26,932 


26,932 
$ 26,932 


Balance 


June 30, 1968 


$2,913,726 
1,556,922 
701,189 
531,447 
175,349 


$5,878,633 


$1,956,162 


1,946,212 
1,764,124 
846,641 
748,695 
553,437 
327,398 
332,698 
326,457 
124,667 
132,869 
732,287 


9,791,647 


806,534 
688,565 
180,396 


37,425 


1,712,920 
8,078,727 


3,181,961 


3,181,961 
$4,896,766 


Additions 
and 


transfers 


$ 11,156 
21 
195,094 
194,213 
23,200 


$423,684 


$140,267 
179,529 
58,407 
130,897 
47,558 
17,955 
7,533 
7,779 
11,302 
2,937 
63,566 


667,730 


182,336 
11,030 
124 


193,490 
474,240 


$474,240 


Abandonments 
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and sales 


$156,575 


57,977 
94,925 
1,003 


$310,480 


$196,407 


196,407 
$196,407 


Proceeds 
under 
carried 
interest 


agreement 


$ 21,164 


25,008 
10,496 


$ 56,668 


$136,242 
136,242 
$136,242 


Balance 


June 30, 1969 


$ 2,747,143 
1,556,943 
813,298 
620,239 
197,546 


$ 5,935,169 


$ 1,956,162 


2,086,479 
1,943,653 
905,048 
879,592 
600,995 
345,353 
340,231 
334,236 
135,969 
135,806 
795,853 


10,459,377 


988,870 
699,595 
180,520 


37,425 
1,906,410 
8,552,967 
3,378,368 

36,242 
3,514,610 

$ 5,038,357 


CANADA SOUTHERN PETROLEUM LTD. (A Canadian corporation) 


CONSOLIDATED STATEMENT OF SOURCE AND 
DISPOSITION OF WORKING CAPITAL 


(Expressed in Canadian dollars) 
Year ended June 30, 1969 and 1968 


Source of working capital: 
Salesvofveapitalestocku(net eens. cee ree ea eae eee eee eee 
Exercise of stoGk Options xn eee vane ote ee ee ea Ce encore ore 
Hxercisesob stocks purchaser warrants arisen eis ee rt 0) tyson annie en eset 


Proceeds from sales of capital stock and warrants of United Canso Oil & 
Gags Lites cs feeds el eeetaee ere aera yeep Me ee incre anures Ne eter ee Meat past cates Secrets 


Proceeds under carried interest agreement ..............-.-2..-000-000s 
Specialgretundablestaxs (aon-Current) meri cae e iene nee eee a 
Incréasé*in: deférred=incomed..m, ue een ee 
Depreciation ofsbuildinevandsequipment sm ae sre eee Nene ne ee 


Proceeds tromesalesxofvequipmentas eee eee eee ee 


Disposition of working capital: 


Additions to other exploratory expenses and general and administrative 
expenses deferredan (net) i Apia eye ek cee ea ee ek ee en ee eee te 


Additions to oil and gas permits, leases and interests ................... 
Investments in Borealis Exploration Limited and others ................. 
IDeiawenine tiny 7 Yor vinoraserieer NOR 222 cone boouanemodpoeonaerobontsuuseene 


Additions=toy buildin gaand meq uip mien Gamer ene eye etn nr re 


Increaseain working capital | v2 see a eee Ne fy Uh i aan ect pr ee ne mnie ee 
Wiorkingscapitaliat beginning; of year st) seen ee re ee 


Working teapitalicat? end! ofi:vearacn 0 ae ee eee eee ee eee 


The accompanying notes are an integral part of this statement. 
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1969 


$5,470,529 
129,565 
6,809 


560,831 
192,910 
134,475 
77,025 
14,809 
3,489 


6,590,442 


474,240 
493,684 
301,000 
16,799 
3,845 


1,219,568 
5,370,874 


434,802 


$5,805,676 


1968 


$ 976,141 


(9,460) 
14,783 
2,886 


; 984,350 


419,728 

185,669 

(16,105) 
17,032 
12,543 


618,867 
365,483 


69,319 


$ 434,802 


CANADA SOUTHERN PETROLEUM LTD. (A Canadian corporation) 


CONSOLIDATED STATEMENT OF CAPITAL STOCK 
AND CAPITAL IN EXCESS OF PAR VALUE 


(Expressed in Canadian dollars) 


Year ended June 30, 1968 and 1969 


Capital in 
Number = Capital stock, excess of 
of shares $1 par value par value Total 
Balancematelune 30; LOGT- so ost. eine ide 6,599,706 $6,599,706 $ 9,451,840 $16,051,546 
Net proceeds from sales of capital stock ...... 397,600 397,600 578,541 976,141 
Bolancemate une. G0, LOGS... eames jack ceca nan 6,997,306 6,997,306 10,030,381 17,027,687 
Net proceeds from sales of capital stock ...... 1,532,068 1,532,068 3,938,461 5,470,529 
xercise of stock, Options. 6.5.) oe esis 34,374 34,374 95,191 129,565 
Exercise of stock purchase warrants .......... 1,602 1,602 5,207 6,809 
Balance at June 30, 1969 before deductions from 
(CTVOHEL, _ antec ARS eat Ae eee enrol anes a 8,565,350 $8,565,350 $14,069,240 $22,634,590 


CANADA SOUTHERN PETROLEUM LTD. 


NOTES TO FINANCIAL STATEMENTS 
June 30, 1969 


1. Basis of the financial statements 

The accompanying consolidated financial statements include the accounts of Canada Southern Petroleum Ltd. 
(Canada Southern) and its wholly-owned subsidiaries, Act Oils Limited (Act Oils) and Rampart Petroleums Ltd., 
hereafter referred to collectively as the Company. 

The properties in which the Company has interests are in an exploratory or development stage and, accordingly, 
all expenditures (less income) have been capitalized or deferred, except that costs and expenses applicable or 
considered allocable to areas abandoned and other losses, net of profits on sales of certain interests and the excess 
of Canada Southern’s: equity in net assets of Act Oils over its investment at acquisition, have been deducted 
from capital. 

Realization of the amounts represented by investments and advances, oil and gas permits, leases and interests 
and other exploratory expenses and general and administrative expenses deferred is dependent upon future 
developments, since the properties represented by these assets and deferred expenditures are substantially unexplored 
or undeveloped. 
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CANADA SOUTHERN PETROLEUM LTD. 


NOTES TO FINANCIAL STATEMENTS — continued 
June 30, 1969 


Deductions from capital for the year ended June 30, 1969 and 1968 are summarized as follows: 


1969 1968 
Losses on abandonments or sales of interests: 
Prior years (including losses on former operations in 
the? Wnited States) Whi4 maton oe ee ee $10,809,749 $10,548,964 
Year-ended@june:30) tee era ere 503,548 260,785 
11,313,297 10,809,749 
Profits on sales of certain interests: 
Prior: Years. cass cr retary ae ke ene ace 4,547,739 4,547,739 
Vearsended@yiiner 3 Os merereie er yee ean eee ee 405,740 — 
Excess of Canada Southern’s equity in net assets of Act Oils 
Over its investment at acquisition = nee ae ee 909,391 909,391 
5,862,870 5,457,130 
DeductionsetromMmcapita leaner tanner ent $ 5,450,427 $ 5,352,619 


2. Investments and advances 


During the year ended June 30, 1969, the Company sold its investment in United Canso Oil & Gas Ltd. (United 
Canso) for $560,831, realizing a profit of $405,740 which has been credited to deductions from capital in the accom- 
panying consolidated financial statements. 


In May 1968, the Company and United Canso entered into an agreement, subsequently amended, with Catawba 
International, Inc., a subsidiary of The Catawba Corporation, which was acting on behalf of a new company, Borealis 
Exploration Limited (Borealis), then being organized for the purpose of engaging in mineral exploration in northern 
Canada. The Company agreed to advance $225,000 in cash over a three-year period to Borealis, of which $75,000 is 
payable on March 31, 1970, in exchange for $225,000 face amount of Borealis 8% debentures, maturing March 31, 
1978, together with certain options including the option to acquire, at cost, a 20% direct interest in any mineral pros- 
pects developed by Borealis prior to March 31, 1972 or until work to prove a prospect is commenced, whichever 
first occurs. Borealis, in consideration of the Company’s agreeing to forego interest for the period ending March 31, 
1973 and agreeing to join with United Canso in maintaining Borealis’ books and records at the Company’s and 
United Canso’s expense for the period ending March 31, 1972, issued to the Company 90,000 fully-paid and non- 
assessable shares of its common stock. These shares were valued at $84,000, based on the above-mentioned con- 
siderations, which amount has been treated as deferred income in the accompanying consolidated financial statements, 
of which amount $6,975 was taken into income during the year ended June 30, 1969. 


3. Properties and related exploratory and other expenses 


The Company's properties and property interests are located in British Columbia, the Yukon and Northwest 
Territories, the Arctic Islands, Saskatchewan, Alberta, Australia and New Zealand. 


At June 30, 1969, much of the acreage located in British Columbia and the Yukon and Northwest Territories was 
covered by carried (net profits) interest agreements. These carried interest agreements provide that profits are not 
payable to the Company until expenditures by the operators have been recouped from production. Also, the Company 
may at any time elect to convert its position from a carried interest to a working interest by paying its share of the 
expenditures not recouped by profits from production. At June 30, 1969, the accumulated expenditures by the opera- 
tors attributable to the Company’s carried interests substantially exceeded the amounts recouped from production, 
except for one block which reached payout status during December 1968. The Company’s share of profits from this 
block was $192,910 during the period ended June 30, 1969, which amount has been credited to oil and gas permits, 
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CANADA SOUTHERN PETROLEUM LTD. 


NOTES TO FINANCIAL STATEMENTS — continued 
June 30, 1969 


leases and interests and other exploratory expenses and general and administrative expenses deferred in the 
accompanying consolidated financial statements. 


At June 30, 1969, the Company’s share of the cost of a standing well, completed as a discovery on a permit in 
the Yukon during the year ended June 30, 1965 at which time the Company had a 45% working interest, amounted 
to $1,130,168. It is anticipated that a significant amount of rework will be necessary to bring this well to production. 


A significant portion of the Company’s interests in the Arctic Islands is subject to an agreement with Panarctic 
Oils Ltd., whereby the latter company may earn interests ranging from 20% to 80% by carrying out a specified 
exploratory program. 


In Saskatchewan and Albert, the Company holds mineral exploration permits in the Athabasca sandstone basin 
where exploratory activities are in progress. 


Subsequent to June 30, 1969, through a newly-organized, wholly-owned subsidiary, Canada Southern Petroleum 
(N.Z.) Limited, the Company acquired four New Zealand offshore concessions covering approximately 5,183,000 
acres. Under a letter agreement, Magellan Petroleum Corporation undertook to reimburse the Company for all costs 
relating to these concessions through April 1, 1971 in return for the right to acquire a 75% interest in the concessions. 


No provision for amortization of the amount carried for oil and gas permits, leases and interests or for other 
exploratory expenses and general and administrative expenses deferred is included in the accompanying consolidated 
financial statements. Depreciation has been provided for building and equipment by the straight-line method based 
on estimated useful lives. Depreciation of well equipment and amortization of intangible drilling costs pertaining to 
producing wells is computed by the unit-of-production method. 


Lease rentals, work requirements and deposits in connection with the properties and property interests held by 
the Company at June 30, 1969 approximate $1,555,000 for the year ending June 30, 1970. 


During June 1969, Canada Southern issued notes aggregating $436,237 to the governments of Canada and 
Saskatchewan because of uncompleted work requirements on various permits. These notes have been excluded from 
the accompanying consolidated financial statements, since they will be cancelled by the governments upon the com- 
pletion of these work requirements. These notes replaced the $436,237 receivable from refundable deposits out- 
standing at June 30, 1969, which amount was received by the Company during July and August 1969. 


4. The Catawba Corporation 
The amounts shown in the consolidated statement of other exploratory expenses and general and administrative 


expenses deferred for financial, technical and other services under contract represent charges from The Catawba 
Corporation (Catawba). Canada Southern’s current (expiring July 1973) and prior contracts with Catawba have 
provided for payments based on services rendered and the granting of a 1/64th overriding royalty on all properties 
acquired by Canada Southern during the term of the contract. The contracts also have provided for special compen- 
sation for services rendered not contemplated under the contracts. During the year ended June 30, 1969, the Company 
approved a $35,000 payment to Catawba as a bonus for services rendered in connection with the 1968 “Subscription 
Offer” of the Company. Catawba provides similar services to United Canso Oil & Gas Ltd. and Magellan Petroleum 
Corporation. Certain of the stockholders, officers and employees of Catawba are directors, officers and/or shareholders 
oi Canada Southern and of the other companies mentioned above. 


5. Capital, stock purchase warrants, and stock options and reservations 

During the year ended June 30, 1969, the Company sold 1,259,050 shares of its capital stock together with stock 
purchase warrants, pursuant to a “Subscription Offer’ dated October 28, 1968 made by the Company to its share- 
holders, realizing net proceeds of $3,370,728. These warrants entitle the holder to purchase shares of the Company’s 
capital stock at a price of $4.25 for each share purchased on or before December 31, 1970, $5.00 from January 1, 
1971 to December 31, 1972 and $5.75 from January 1, 1973 to December 31, 1973. During the year ended June 30, 
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1969, warrants to purchase 1,602 shares were exercised with proceeds to the Company of $6,809. At June 30, 1969, 
there were stock purchase warrants outstanding for the purchase of 627,923 shares of the Company’s capital stock. 
Also, during the year ended June 30, 1969, the Company sold 273,018 shares of its capital stock without stock 
purchase warrants, realizing net proceeds of $2,099,801 of which $26,561 receivable at June 30, 1969 was received 
by the Company on July 17, 1969. 

On April 11, 1967, the Company’s shareholders approved an incentive stock option plan authorizing the Board 
of Directors to grant options on 300,000 shares of the Company’s capital stock. Under this plan, on January 8, 1968, 
options to purchase shares were granted to The Catawba Corporation for 150,000 shares and to employees for 
58,000 shares and, on June 25, 1969, options were granted to a Canadian counsel for 10,000 shares. The options 
granted to Catawba vest and become exercisable to the extent of 35% beginning January 8, 1969, an addi- 
tional 35% beginning January 8, 1970 and the remaining 30% beginning January 8, 1971. The options granted 
to employees and the Canadian counsel had the same provisions as to vesting and to exercise, but due to certain 
considerations the Board of Directors in 1969 amended the employees and Canadian counsel options so that these 
options vested and became exercisable immediately following such Board action. 


During the year ended June 30, 1969, employees and Catawba exercised options on 34,374 shares at $3.50 
(U.S.) per share, an aggregate $120,309, as compared with market prices ranging from $6.00 to $10.25 (U.S.) 
per share, an aggregate of $280,450, on the dates of exercise. 


Stock options outstanding at June 30, 1969 are summarized as follows: 


Market 
price 
Option (per share) 
Date of Expiration Number price at date 
Optionee grant date of shares (per share) of grant 
The Catawba Corporation... Jan. 8, 1968 Jan. 7, 1973 146,326 $3.50(U. S.) * $3.50(U. S.) 

Employecesunyean ete Jan. 8, 1968 lem, 7% Gre! 27,300 3.50 3.50 
Canadian counsel ........ June 25, 1969 June 24, 1974 10,000 8.00 8.00 


183,626 


At June 30, 1969, 64,426 of the above-mentioned options on 218,000 shares were exercisable. In addition, there 
were 105,000 shares reserved for future option grants at June 30, 1969. During the year ended June 30, 1969, 
there were no changes in stock options other than as mentioned above, 


6. Allocated expenses and compensation 

Certain employees and office facilities are shared with United Canso Oil & Gas Ltd. and certain of the general 
and administrative expenses represent allocated portions of common expenses. Compensation of directors, officers and 
senior employees and contributions to a pension plan on their behalf allocated to or paid directly by Canada Southern 
amounted to $82,839 and $4,537, respectively, for the year ended June 30, 1969. 
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AUDITORS’ REPORT 


The Board of Directors and Shareholders 


CANADA SOUTHERN PETROLEUM Lip. 


We have examined the accompanying consolidated balance sheet of Canada Southern 
Petroleum Ltd. at June 30, 1969, the related consolidated statements of oil and gas permits, 
leases and interests, of other exploratory expenses and general and administrative expenses 
deferred and of capital stock and capital in excess of par value and the consolidated state- 
ment of source and disposition of working capital for the year then ended. Our examination 
was made in accordance with generally accepted auditing standards, and accordingly included 
such tests of the accounting records and such other auditing procedures as we considered 
necessary in the circumstances. 


In our opinion, subject to such adjustment as would result from failure to recover in 
the future the amounts at which investments and advances, oil and gas permits, leases and 
interests and other exploratory expenses and general and administrative expenses deferred are 
carried in the consolidated balance sheet (see Note 1), the statements mentioned above present 
fairly the consolidated financial position of Canada Southern Petroleum Ltd. at June 30, 1969, 
the consolidated changes in oil and gas permits, leases and interests, in other exploratory 
expenses and general and administrative expenses deferred and in capital stock and capital 
in excess of par value and the source and disposition of their consolidated working capital for 
the year then ended, in conformity with generally accepted accounting principles applied on 
a basis consistent with that of the preceding year. 


ARTHUR YOUNG, CLARKSON, GorRDON & Co. 


New York, N. Y. 
September 10, 1969 
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